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.. . " OATH OR AFFIRMATION

. ¢ -
iGeorge, M. Motz , swear (or affirm) that, to the best of

j y knowledge and bellef the accompanymg financial statement and supporting Schedules pertammg to the firm of |

Melhado, Flynn & Assoc:1ates, Inc. ‘ . oo Tas

-

December 31 3 , 20 0 5 ,aretrue and correct. | further swear (or ‘affirm) that
sither the company nor any partner proprietor, principal ofﬁcer or director ha; any proprietary tnterest in any account
assified solely as that ofa customer, except as fol]ows h } ‘ ' '

-

:

4 . H

7

-

7
. MARION P. MESSINEO ' .
NOTAHY PUBLIC, State ot NewYork .. - E . -
"No. 4847183 : . L . /Slgnature
Quallfied in Nassau County , :
Gerpmiaaien Expires July B1. 2008 7 Pres J.dent and CEO
e T : . . .
' Title

WM%

Notary Publtc

is repart ** contams (check all appltcable boxes)
. (a) Facing Page.
“(b) Statement .of Financial Condition.
(o) Statement of Income: (Loss) L
(d) Statement of Changes in Financiai Condltton
" (e) Statement of Changes i in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capttal
" (f) Statement of Changes in Liabilities Subordmated to Claims of Creditors. _
(g) Computation of Net Capital. - . ; , T
(h). Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3- 3 _ -
(i) Information Relating'to the Possession or Control Requirements Under Rule 1503 3. - .
(j) A Reconciliation, including appropriate explanation of the Computatton'of Net Capltal Under Rule 15c3 3 and the
Computation for Determmatlon of the Reserve Requirements Under Exhibit’A of Rule 15¢3-3. - '

i
(k) A Reconciliation between the audnted and unaudited Statements of Fmancnal Condmon wnh -respect to methods of
consoltdatton

. (1) An Oath or Affirmation. ' ‘ o ' ; .
: (m) A copy of the SIPC Supplemental Report: -

:rzqrt descnbmg any material inadequacies found to exist or found to ha‘ve ex1sted since the date of the previous audit.
d—ﬂf‘ ndlent . (Qud fws' -on “Frdeonsd oo

. Tor condrttons of confidential treatment ofcerram portidns ofth:s f!mg, see section 240 17a- 5(8)(3) -
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INDEPENDENT AUDITORS’ REPORT

. To the Board of Directors and Stockholders of
" Methado, Fiynn & Associates, Inc. and Subsidiaries:

We have audited the accompanying consolidalted statement of financial condition of
Melhado, Flynn & Associates, inc. Subsidiaries as of December 31, 2005, pursuant to rule 17a-5 of
the Securities Exchange Act of 1934. This consolidated financial statement is the responsibility of
the Company's management. Our responsublhty is- to[ express an opinien on this consofidated
financial statement based on our audit. |

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statement is free of material misstatemeant, An
audit includes examining, on a test basis, evidence SuppOl’tlng the amounts and disclosures in the
financial statements. An audit also includes assess!ng the - accounting principles used and
significant estimates made by management, as well aslevaluatmg the overall financial statement
presentation. We believe that our audit provides a reasopable basis for our opinion.

In our opinion, the consolidated financial statement referred to above presents fairly, in ail
material respects, the consolidated financial positlonl of Melhado, Flynn & Associates, Inc.
Subsudianes as of December 31, 20085, .

AWW;&LC E

February 28, 2006 (except for the Litigation portion of Note 12
and Note 16, as to which the date is March 30, 2006} |
!

|
i

JANOVER RUBINROIT, LLC » A LIMITED|LIABILITY COMPANY
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MELHADO FLYNN & AS§OC!ATE§, INC.
: AND SUBSIDIARIES

' - . N .
- CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005
|

ASSETS j ’

Cash and cash equivalents . ' ! | . $ 427,322
Certlﬁcate of deposit ' - : 102,000
Receyvable from clearing fimm _ ‘ 178,136
investment management fee recelvablo _ : : 2 " 11,520
. Securities owned equitles - restricted 10,162
Furniture and equ|pment net of accumulated depreciation of $770,148 89,918
Prepaid expenses ' - _ _ , 44,496
Other receivables ' | - 137,008
Other assets |- 38,644
f 5 1040206
v
LIABILITIES AND STOCKHOLDERS' EQUITY ‘ |
Liabilities: , o |
Accounts payable and accrued expenses | $§ 576,835
Capital lease obligations l 57.723
, i 634,558
Commltments and contlngenC|as !
I
Stockholders equity: . F '
Common stock, $.10 par valus, 500,000 shares authorized, ‘
488,000 shares issued, 483,240 shares outstanding . 48,800
Addiﬁonal paid-in capital ; ; » 765,622
Accumulated deficit g {361,739)
‘ . B ' 452,683
" Less treasury stock, at cost $.10 pa.r value, 4,760 shares o .47.035
. : B ' 405,648

£ 1040206

!

|

[
The accompanymg notes are an integral part of the financial §tatements

I,

-1-

|
I
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MELHADO, FLYNN & ASSOCIATES, INC.

AND SUBSIDIARIES
|

. N‘ ES TO CONS ATED FINANCIAL STATEMENTS |

NOTE1-~ BUSINESS ORGANIZATION: 1

! Melhado, Flynn & Associates, Inc. and Subs:dlanes (the “Company") s a reglstered
broker-dealer with the Securities and Exchange Commission and the National Association of

. Securmes Dealers, Inc. The Company’s activities involve the introduction of securities transactions

ona fully disclosed basis to a clearing broker on behalf of customaers.

The consolidated financiaf statements include the accounts of HeafthNest Advisors,

“Inc. ("HVA"), a wholly-owned subsidiary of the Company. HVA is an asset management
. organization specializing in health care securities, '

' The consolidated financial statements inc!ude the accounts of Meglhado, Flynn Private
Client Group, LLC ("MFPCG"). On February 2, 2000, J the Company entered into an operating
agreement with Private Client Group, LLC, a Georgia llmlted liability company to form MFPCG, a

ooy L L

Delaware limited liabllity company. At Decamber 31, 2005 the Company held a 100% interest in

MFPCG. : : . ‘

The consolidated fi nanmal statements mclude the accounts of Winthrop Asset
Management, LLC. ("WAM". In July 1995, the. Company entered into an agreement with John
Winthrop & Co. Inc., & South Caroclina corporation Io form WAM, a Delaware limited liability
company. Under the agreement, the Company and John Winthrop & Co., Inc. {*JW") aach held a
50% interest in WAM. On Aprit 1, 2001, the Company elected to purchase the - membership
interest of JW in accordance- with the mmai member agreement of WAM. Under the agreement,
the Company was required to remit a percentage of net|profits to JW over a five year period. On
April 1, 2002, the member agreement was amended to require the Company to pay to JW a
percentage of commissions referred to WAM by JW. {The amended agreement eliminated. the
requirement that the Company remit to JW a percentage of profits for the remainder of the five year
period. | '

|
{
J

All intercompany balances are eliminated in'consolidation.

!

NOTE2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The following” summary of the Company's major accountmg policies is presented to.

. assist in the interpretation of the consolidated financial statements

Cash and cash equivalents f

For the purpose of the consolidated statement of cash fiows the Company has
defined cash-equivalents- as- highly liquid-investments; w:th ongmal maturities of less than-90 days,

that are not held for sale in the ordinary course of busmess Substantially all of the Company's -

cash and cash. equivalents are, belng hefd at the Bank’ of New York and National Financial
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. 'NOTE2- SUMMARY OF snemmcm‘r Accounmfe POLICIES: (CONTINUED)

Revenue recogm'g!o

: Securities transactions. and related commission revenue and expenses are recorded
on a trade date basis. Securities owned- are valued at falr value on the consolidated statement of
financial condition and unrealized gains and lossas are reflected in the consolidated statement of

operations. -.

. Trading gains and logses, which are complosed of both reaiized and unrealized, are
generally presented net. They are measured by the d|fference between the acquisition cost and
. the selllng price or current market or fair value, of the positions sold or held by the Company,

dunng the year. 1

; Fumniture and equipment F

Fumiture and equipment ere racorded at cost. Depreciation of fumiture and
* equipment is computed on the straight-line method over estimated useful lives of three to ten

years.

Valuation of investments

| .

. Investments in securities traded on a natlonal securitias exchange are stated at the last

" reported sales price on the day of valuation; other sacuﬂties traded in the over-the-counter market

are stated at the last quoted bid price. The values assigned to these investments do not

necessarily represent amounts which might u!tlmately be realized upon the sale or other

disposition since such amounts depend on future crrcumstanoes and cannot reasonably be
determined until the actual sale or liquidation.actually occurs,

Unrealized gains and losses resulting from changes in such valuations are refiected in
income. _ % :

I
income faxes : }

“The Company utilizes the assat and liabilitly_' method to calculate deferred tax assets
and liabilities. Deferred taxes, which consist primarily| of net operating loss carryforwards, are
recognized based on the differences between financial repnrtmg and income tax basis of asgets
and iiabilities using enacted income tax rates. : ‘

NOTE 3 - INVESTMENT IN HEALTH REFORM TECI;!NOLOGY, LP.:.

o

- The Company acted as general partner for Health Reform Technology, L.P. (“HRT" or
“Partnership”) in prior years continuing through July 31 2005, when the Parinership terminated,
HRT invested in equity, securities of companies in the health care industry. Upon liquidation of the
Partnership, in September 2005, the Company racelved cash in the amount of $3,764, and 1,168
shares of Micrus Endovascular Corp. {"Micrus") common stock. The shares the Company received
represents their interest in the Partnership's mvestment in Micrus . from the recent initial public
offering. Based on the terms of liquidation, these shares will remain restricted unti! the lockup is
lited (See Note ). As of December 31, 2005, the Company ne longer has an lnvestmant in HRT.




Bo/scql a1l ld 2l 2—bb3d-2¥hdq MI:LHA!JU CLYNN & AU FROE dasll
) ! ,

¥ ‘

\ |

NOTE 4 - CLEARING BROKER: } .

: The Company clears all of its trades through Natronal Financial Servicas, LLC (*NFS”)

on a fully disclosed basis. For this service NFS reoewes a percentage of the gross commission on

~each ftransaction. At December 31, 2005, the Company had $348 754 in cash and cash
equivalents and $178,136 on deposit with NFS.

NOTES- FURNITURE AND EQUIPMENT:

. ! T
Furniture and equipment at December 31, 2005 is as follows:

Furniture and fixtures _ - $ 727,540
Office equipment ' 132,526
| ' "~ 860,068

Less accumulated depreciation 770,148
$ 89,918

Included In propeny and equspment are both items owned by the Company and items
leased by the Company under a capital lease agreemant (see Note 7). Furniture and equipment
owned and leased by the Company was $788,019 and $72,047, respectively, for the year ended
December 31, 2005. i

[

. NOTE 6 - SECURITIES'OWNED EQUITIES - RESTRICTED:

Securities owned equities represents 1, 168 shares of common stock of Micrus (See
Note 3). The shares were recorded at the market vame on the date the Company received them.
As of December 31, 2005, the market value of this security was $10,162, with a corresponding
unrealized loss of 33 130 for the year ended December 31, 2005. As of December 31, 2005, these
shares are still restricted due to the fact that the Iockup has not been lifted. Therefore for
purposes of computing net capital in accordance wnth the Uniform Net Capital Ru!e under the
Securmes Exchange Act of 1934, this asset is non-allowable '

i ,
NOTE 7- RELATED PARTY TRANSACTIONS:" .
|
The démand note receivable in the amount of $50,000 due from a stockho!der was
repaid durlng the year Thera is no outstandlng balance‘due

NOTE 8- SUBORDINATED REVOLVING LOANS

The Company had two $200, 000 subordinated revolvmg loans, pursuant to a

* subordinatéd revolving credit agreement, bearing mterest at an average rate of 7.5% per annum,
payabie monthly. - The .loans were covered by an agreement approved by the - Company's
designated examrnrng authority, the National Association of Securities, Deslers, Inc., and thus
were available in computing net capitai in accordance with the Uniform Net-Capital Rule under the
Securities Exchange Act of 1934. To the extent that such borrowings ware required for the

. Company’s continued.compliance with minimum net capital requirements,.they may not be repaid,
These subordinated lcans became due and payable on December 28, 2005 and March 23, 2005.
Accordingly, the Company repaid the loans in full, IAS' of December 31, 2005, there is no

outstanding balance due. !
. 4. |

3
]
|
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' NOTE9-' 'INCOME TAXES:

7 “ . . .
l . i .'." ' s

~

. | .
Tax at statutory rate $ (15,768)
* Permanent differences : 1,504
Other . S 10,848
C o | $ _ (3.318)

" A deferred tax asset at December 31, 2005 of approxlmately $110,000 is related to

‘ federal net operating loss camyforwards which may ba used to offset future operating income,

depreclahon and amortization, and other. accruals. The difference between the staiutory and

. effective rates Is attributable to state and local taxaes and true-up adjustments after the filing of the

2004 tax returns.  in-accordance with Statement. ofJ Financlal Accounting Standards No: 108 -

"Accountlng for Income Taxes”, the Company has established a valuation allowance to fully

' reserve the future income tax beneﬁt of this deferrad tax asset due to uncertamty about its future

" NOTE10- NET CAPITAL REQUIREMEENTS-

' realrzahon

4
b

€

“The income ta.x- provision at December ?1.'2005, consisted of approximately the

» At December 31 2005, the Company had a net operatmg Ioss carryfonmard of:
© approximately $321,000, which explres in 2025 |

L= T

: ‘
The Company is. subject to me SEC Uniform Net Capital Rule (rule 1503-1) which

‘requires the maintenance of minimum regulatory net capital and requires that the ratio of

aggregate indebtedness to net capital, both as defined; 'shall not exceed 15 to 1. At December 31,

-, . 2005, the Company had regulatory net capital’ of $94 404 which was $44,404 in excess of ita -
' .- required . minimum - regulatory net’ capital of $50 000, The Company's ratio of aggregate*-

'NOTE 11 . “401(k) PLAN:

mdebtedness to net capital was 6.11 to 1.

Subsequent to year—end the Gompany was in net capital violation (See Note 15).

The Company has a defined- contnbutlon 401(k) plan (the  “Plan?) covering all

: 'empioyees of the Company. All employees havlng reached 21 years.of age have the option of

joining the Plan after two full months of service. For the year 2005, amployee salary deferrals are

. limited to $14,000, with an exception for employees. 50 and over, which is limited to $18,000. The-
Company has the option to match employee contnbutlons to the Plan. The Company d:d not make -

" any contributions to the Pian for the year ended December 31, 2005 .
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* NOTE12- COMMITMENTS AND CONTINGENCIES:

Leases

The Company rents office space in savaral Iocations Obligation terms vary under
each lease agreement and some lease agreements contain provisions for rent escalations. Under
ona of the lease agreements, the Company received|free rent for the first six months, and is
amortizing the related amount on a straight-line basis over the life of the related lease. Rent
expense for the year ended December 31, 2005, which’ includes certaln escalation costs, was
$611,980.

. In July 2004, the Company enlered mto capital lease agreement for telephone
equipment in the amount of $72,047. The lease prowdes for interest at a rate of 8.05%, with
monthly payments of principal, interest and sales tax'of approximately $1,5689 through August
2009. Minimum lease obligations at Decernber 31, 2005 are approximately as follows for the years
ending December 31,:

Capital Operating

i

|
| _lease | _ leamses _
2006 s 1455 |5 864,000
2007 14,807 648,000
2008 15,828 - 608,000
2002 12,732 - 813,000
2010 . 524,000

$ 57,723 | § 3,056[000

At December 31, 2005, the Company was obligated under an irrevocable. standby
letter of credit in the amount of $277,000 relsting to rts le'ase obligation.

, ., Litigation i

The Company is, from time to tlme a party to litigation arising in the ordinary course

of its business. |
I

In February 2008, tha Company settlad an NASD arbitration involving one of its
officers, in the amount of $80,000. The amount is payabre in two equal installments of $40,000
payable on March 31, 20068 and June 30, 2008. An oﬁ' icer has committed to reimbursing the
Company and will be making all reimbursements pnor to the settliements being paid by the
Company; therefore, an offsetting receivable has been accrued agamst the liability. The first
payment has been made by the officer in March 2008. |

|
'NOTE 13 - -CONCENTRATION OF RISK: |
{

The Campany had deposits at Decembar 31, 2005 that were in excess of the .
C$1 00 000 of dapasrtery insurance provided by the Federal Deposn Insurance Corporatlon

e —— e e
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|
|
|

* NOTE 14 -FINANCIAL INSTRUMENTS WITH OFF- BALANCE SHEET RISK:

As a securities broker-dealer the Company § ;s engaged in buying and selling securities -
for a diverse group of customers including institutional. and individual investors. The Company's
exposure to off-balance sheet credit risk occurs in the event a customer, clearing agent or
counterparty does not furill their obhgatlons arising from|a transaction, -

: The agreement between the Company and its clearing broker provides that the
Company is abligated to assume any exposure related to nonperformance by its customers. The
Company seeks to control the risk associated with nonperformance by requiring customers to
maintain margin collateral in compliance with various regulatory reguirements and the clearing
broker's internal guidelines. The Company monitors its customer activity by reviewing information
it recaives from Its elearing broker on a daily basis.

'NOTE 15- SUBSEQUENT EVENTS: °

Subordinated Joan

_ The Company recelved a $100,000 capital contribution from a stockholder on
. December 27, 2005. Effective January 24, 2008, the capital received was converted into a NASD '
approved subordinated loan bearing 8% interest, maturing February 28, 2009.
N

Net capital violation ‘ s |

During - January 2006 the Company incurred an madvertent net capital violation
resulting from the accrual of certain professional fees of which the Company was unaware. The
Company filed a 17a-11 notification with the SEC and NASD notifying them of this violation. The
net capital violation was cured during March.2008 by a combination of the results of operations of
the business and a cash caplital contribution of $175, ooo|made on March 28, 2006.

I
I
%
|
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